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KEY ECONOMIC INDICATORS 
. Se _———————————— eee 
(Money values in millions of dollars except where noted) 


Change* 
1975 1976 75-76 1977 


NATIONAL INCOME AND PRODUCT 

Gross Domestic Product (Current Prices) 35,482 33,367 +12.0Z 38,226(1) 
Gross Domestic Product (1970 Prices) 21,054 17,900 #4532 -- 
Gross National Product (current prices) 33,810 31,893 +12.47 -- 
Gross Domestic Fixed Investment 10,683 10,046 +12.2% 8, 368(1) 
Government Consumption 5,089 5,199 +19 .02% 5,668(1) 
Private Consumption 20,258 19,134 412.5% 20,963(1) 
Real Growth Rate (GDP) +2.1% +1. 32 - — 

Per Capita GNP (Dollars at current prices) 1,326 L228 + 5.62 -- 
Population (thousands) 25,471 26,110 + 2.5% a 


FINANCE 

Gold Reserves of Reserve Bank (2) (3) E7377 12.69 9 .68(4) 
Other Foreign Exchange Reserves, Res. Bank 567 413 414(4) 
Money Supply (3) 5,877 5.103 5,092(5) 
Money and Near Money (3) 11,769 10,773 11,054(5) 
U.S. Direct Investment (book value) (6) 1,578 1,665 -- 


TRADE 

Exports (excluding gold) (FOB) 4,944 5307 7,401(1) 
Export Value of Gold Output 3,479 2,698 3,220(1) 
Imports (FOB) 9,202 8,548 71,3330.) 
Exports to U.S. (6) 840 925 55347) 
Imports from U.S. (6) 1, 302 1,347 569(7) 


INDICES (1970=100) 

Manufacturing (8) 123.7 1235 118.8(9) 
Mining (except gold) (8) 124.5 130.9 153.0(9) 
Consumer Prices 156.2 173.6 194.1(9) 
Employment (non-agricultural) 114.3 116.8 a 


BALANCE OF PAYMENTS 

Visible Trade Balance (Excl. Gold exports) -4,258 -2,981 -354(7) 
Services Balance -1,920 -1,608 -780(7) 
Current Account Balance -2,509 -1,742 +469 (7) 
Longterm Capital Inflow (net) 2,392 1,280 + 83(7) 
Net Foreign Exchange Reserves (10) 92 -787 -996(9) 


PUBLIC FINANCE 

Exchequer Receipts (excl. borrowing) 7,421 Iy2ot +16 .52 3, 805 (7) 
Exchequer Issues 9,890 9,485 +14.2% 4,848(7) 
Government Budget Deficit 2,470 2,226 + 7.42% 1,047(7) 
External Public Debt Lo2L6 1,514 +48.62 1,569(9) 


*Percentage change based on Rand values to avoid influence of exchange rate 
movements. 


Note on sources and exchange rates: Sources are South African except where noted. 
Data has been converted at one rand = $1.37 for 1975, and one rand = $1.15 for 
1976 and 1977. 

Notes to table: (1) As of second quarter at annual rate seasonally adjusted; (2) 
Millions of fine ounces; (3) As of end of year; (4) As of September 30, 1977; 

(5) As of August 30, 1977; (6) U.S. data, percentage change based on dollar value; 
(7) First six months of year; (8) Physical volume of production; (9) As of 

June 30, 1977; (10) Gross foreign exchange reserves minus short-term foreign 
liabilities of Res. Bank, central government, and monetary banking sector. 





SUMMARY 


The recession which gripped the South African economy in 1976 has continued 
through the first three quarters of 1977 making it the most prolonged economic 
downturn of the post-war period. However, tentative indications have emerged in 
the latter part of the year that the recession has bottomed out and that a 
moderate upturn is in prospect for 1978. The economic outlook is, however, 
clouded by a number of economic and political factors which could seriously re- 
tard the, as yet, weak signs of a cyclical upswing. 


The generally stagnant economic conditions are reflected by the fact that, 
following a 1.3 percent real growth rate in 1976, real GDP in the first half of 
1977 grew at only about a 1 percent annual rate. To achieve even this low rate 
of growth, strong performances were needed by the mining and agriculture sectors 
to offset declines in manufacturing, construction, and retail-wholesale trade. 
For 1977 as a whole a growth rate of just over 1 percent is anticipated. 


The major factor behind the prolongation of the recession is the sharp decline 
in the inflow of foreign capital which has kept pressure on the balance of pay- 
ments and forced the Government to continue a restrictive monetary and fiscal 
policy. The current account of the balance of payments has shown a massive 
improvement, shifting from a deficit of $1,742 million in 1976 to a surplus of 
$469 million in the first half of 1977. However, a net outflow of foreign 
capital in the first half of 1977 largely offset the current account surplus 

and prevented any increase in net foreign exchange reserves. The capital out- 
flow is partially trade related but primarily reflects the continued uncertainty 
of foreign investors over political trends in South Africa. 


While the failure to rebuild reserves continues to prevent the government from 
moving to a strongly expansionary policy, evidence emerged in the second half 

of 1977 that the declines in many of the secondary sectors such as manufacturing 
have been halted. With mining and agriculture continuing to grow in value and 
the gold price strong, a limited improvement in economic conditions is looked 
for in 1978 assuming external political factors do not intervene. 


In spite of the recessionary conditions, the inflation rate in 1977 has re- 
mained just above 11 percent owing primarily to increases in government- 
controlled prices and import duties. A rather modest improvement to perhaps 
10 percent is looked for in 1978. 


The U.S. continued to have substantial economic ties with South Africa in trade 
and investment, although the growth of earlier years was absent. American ex- 
ports to South Africa reached $1.35 billion in 1976 but were down 15 percent in 
the first half of 1977 due to the economic downturn which resulted in a 13 per- 
cent drop in South Africa's total imports. A concurrent rise in U.S. mineral 
imports from South Africa eliminated most of the traditional U.S. trade surplus 
in the first half of 1977. After declining in 1977, U.S. exports to S.A. 

should resume a modest rate of growth in 1978. The small increase in U.S. direct 
investment in South Africa in 1976 to $1.65 billion was accounted for entirely 
by reinvested earnings. 





CURRENT ECONOMIC SITUATION AND TRENDS 


National Accounts: Growth Limited to Mining and Agriculture 


The generally stagnant economic conditions which characterized the South African 
economy through most of 1975 and 1976 have continued through 1977. After growing 
by 2.1 percent in 1975 and 1.3 percent in 1976, real Gross Domestic Product (GDP) 
increased at a 1 percent annual rate in the first half of 1977. With an overall 
real growth rate of about 1 percent projected for 1977 as a whole, this is ex- 
pected to be the third consecutive year that growth in real GDP has been below 
the 2.5 percent rate of population growth. 


The first two quarters of 1977 reflected divergent trends. Real GDP at 
seasonally adjusted annual rates declined in the first quarter by 4 percent while 
the second quarter showed a 12 percent increase. The second quarter GDP results 
reflect the influence of a bumper maize harvest. However, even the non- 
agricultural sectors showed a 2 percent real growth, the first in five quarters, 
and one of the indications that the recession may have bottomed out. 


For the year ending June 30, 1977, real GDP increased by 1 percent following a 
2 percent growth in the previous year. As compared to GDP, real GNP increased 
at the slightly higher rate of 1.5 percent during 1976/77 due to a decline in 

net factor payments abroad. 


The divergent trends in the primary and secondary sectors which first emerged 

in 1976 have been accentuated in the first half of 1977. The mining and agricul- 
tural sectors continue to show relatively high rates of real growth while manu- 
facturing, construction and retail-wholesale trade are either declining or 
stagnant in real terms. For the year ending June 30, 1977, real growth rates 

for the various sectors were: agriculture +28 percent; non-gold mining +10.5 
percent; gold mining -0.5 percent; manufacturing -5.5 percent; construction 

-4.5 percent; wholesale, retail, motor trade -7 percent; transport and communi- 
cation +8 percent; and government services +3.5 percent. 


Real Gross Domestic Expenditure declined in the first half of 1977 with marginal 
increases in private and government consumption expenditure being offset by a 
sharp decline in gross domestic fixed investment and a drop in inventories. The 
decline in real gross domestic fixed investment occurred over a broad front in- 
cluding manufacturing, mining, commerce and government. 


The major factor behind the exceptionally long duration of the current recession 
has been the decline in the inflow of foreign capital. Traditionally South 

Africa has financed its current account deficits with substantial foreign capital. 
However, with the outbreaks of political unrest in Soweto in 1976 and wars in 
Angola and Rhodesia, the inflow of capital dropped sharply in 1976 and actually 
turned to a negative rate in the first six months of 1977. The resulting pressure 
on the balance of paymients forced the South African Government to follow re- 
strictive monetary and fiscal policies which have remained in effect through the 
third quarter of 1977. With the restrictive government policy acting as a brake 
on the economy and lacking significant new foreign investment capital, the buoyant 
mining and agricultural sectors have not been adequate to pull the rest of the 
economy out of the recession. There is some evidence, however, that the decline 
in the secondary sectors has been halted in the second half of 1977 although a 
firm upward trend in these areas has not yet emerged. 
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Balance of Payments; Turnaround of Current Account 


After large current account deficits in 1975 and 1976 of $2.5 and $1.7 billion 
respectively, a current account surplus of $469 million was posted the first 
half of 1977. A surplus of between $650 million and $800 million seems likely 
for 1977 as a whole. If so, this will be only the second current account sur- 
plus in the last ten years and will represent by far the greatest one-year 
improvement that has ever occurred in the current account. The January - June 
year surplus stemmed in about equal parts from a strong growth in exports, led 
by mineral products, and a substantial decline in imports. The value of 
merchandise exports in the first six months of 1977 was $3,533 million, an 
impressive 34 percent above the equivalent period in 1976. Imports on the other 
hand dropped 13 percent to $3,888 million. The value of net gold output, which 
is counted separately from merchandise exports, increased to $1,506 million in 
the first half of 1977, 9 percent above the equivalent period in 1976 owing to 
the rise in the gold price. The services deficit declined slightly to $756 
million. 


The substantial improvement in the current account in 1977 has, however, been 
offset by a continued deterioration in the capital account so that no improve- 
ment in net foreign exchange reserves has occurred. A net inflow of $607 
million in foreign capital in the last six months of 1976 changed to a net out- 
flow of $649 million in the first six months of 1977. This drain stemmed 
primarily from a large outflow of private short-term capital and net repayments 
of compensatory foreign loans. The outflow in private short-term capital is 
attributed in part to a decline in trade credits due to the lower levels of 
imports and to a lesser extent to foreign concern over political trends. 


The long-term capital trend while smaller is in many respects a more important 
indicator than short-term flows. For the year ending June 30, 1977, South 
Africa had a net inflow of $519 million in long-term capital compared to 
$1,795 million in the previous twelve months. Long-term capital inflows have 
showed a continuing decline with the net inflow in the first half of 1977 being 
only $83 million and a net outflow of $87 million actually occurring in the 
second quarter. This is the first quarterly net outflow of long-term capital 
since 1973 and stems from net repayments of foreign loans by both the private 
sector and public corporations. While the repayment of foreign loans is not a 
completely negative trend, this reflects in part the difficulty South African 
institutions are encountering in securing new long-term loans and, more than 
the short-term flows, reflects the concern of foreign investors over political 
events. 


As a result of the net capital outflow in the first half of 1977 offsetting 
the current account surplus, net foreign exchange reserves (defined as the gold 
and other foreign exchange reserves of the Reserve Bank and monetary banking 
sector minus the short-term foreign liabilities of those institutions) declined 
by $201 million during this period with $186 million of this occurring in the 
first quarter. Gross foreign exchange reserves of the Reserve Bank remained 
fairly stable in the first three quarters of 1977 going from $826 million in 
January to $805 million at the end of September. The gold content of reserves, 
however, dropped from $436 million in January to $329 million in September due 
to a gold swap agreement concluded in May. 





a 


It should be noted the Reserve Bank values gold for reserve purposes at $34 an 
ounce compared to a market value of about $160 in November 1977. It is ex- 
pected that the Reserve Bank's holdings of gold will be revalued to a level near 
the market price once the new IMF regulations abolishing the "official" gold 
price come into effect, probably early in 1978. This will add about $1,000 
million to South African gold reserves although it is not likely to have any 
practical effect beyond clarifying the statistics. 


After nine months of 1977, the country's balance of payments is in a con- 
siderably stronger position than a year earlier as a result of the current 
account surplus and much of the pressure on the balance of payments has dis- 
sipated. On the other hand, net reserves have not been rebuilt to a level 
which most observers feel is needed to support a strong economic recovery. 


The rand has remained pegged to the dollar at a rate of R1.00 = $1.15 since 
September 1975. This has meant that the rand has followed the depreciation of 
the dollar against the major European currencies in the second half of 1977. 


Trade: Sharp Decline in Imports 


Preliminary trade figures for the southern African customs union (comprising 
South Africa, Botswana, Lesotho, Swaziland, and the Transkei) show merchandise 
exports, excluding gold bullion, were $4,790 million in the first three 
quarters of 1977, 24 percent above the equivalent period in 1976. Imports, 
excluding oil and defense goods, were $4,491 million in the first nine months, 
13 percent below the 1976 figure. When price increases are taken into account, 
this means that the volume of South African imports has declined by at least 

20 percent. The visible trade surplus over the first three quarters of $299 
million resulted from a trade deficit of $166 million in the first quarter 
followed by a surplus of $305 million in the second quarter and of $160 million 
in the third quarter. There was, however, a decline in the surplus in August 
and September with only $49 million attributable to those two months. 


The export categories showing the largest increases over the first three 

quarters of 1977 were mineral products, up 57 percent to $744 million; base 
metals and articles thereof, up 29 percent to $866 million; machinery and 
electrical equipment, up 50 percent to $178 million; and precious and semi- 
precious stones and precious metals and coins (largely diamonds and Krugerrands), 
up 39 percent to $1,045 million. The import products showing the largest de- 
clines were textiles, down 24 percent to $300 million; machinery and electrical 
equipment, down 18 percent to $1,424 million; and vehicles, aircraft, vessels and 
parts, down 17 percent to $1,072 million. 


Prices and Labor: Serious Black Unemployment 


In spite of the recession, the inflation rate was not reduced in 1977 from the 
11 percent level of 1976. In the twelve months ending September 30, 1977, the 
Consumer Price Index increased by 11.3 percent. For the nine months of 1977 
alone, the annual rate of increase was somewhat higher. The main factor behind 
the continued inflationary pressure has been increases in government controlled 
prices and in indirect taxes. Large increases have occurred in electricity 

and rail rates as well as a 15 percent surcharge on most categories of imports. 
The increases in such government-controlled prices reflect to a large degree the 
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difficulty the parastatal corporations are having in raising long-term loans 
abroad and the necessity for them to finance capital projects out of current 
income. Wholesale prices in July were 13.6 percent higher than a year earlier. 


One of the most visible effects of the recession has been the steady increase in 
unemployment levels. The level of registered unemployment of Whites, Asians 

. and Coloreds reached 31,000 in September, about double the level a year earlier. 
The current unemployment figure for these categories represents only about 

1.4 percent of the White, Asian and Colored workforce but, because of the 
limitations on registering for unemployment benefits, the actual figure is 
believed to be considerably higher. Registered unemployment does however 

serve as a useful indicator of the growth in unemployment throughout the 
economy. Figures for Black unemployment are not maintained by the Government 
and estimates are complicated by significant numbers of underemployed workers 

in the homeland areas. However, various academic and private surveys center 
around a figure of 1.5 million Black unemployed as of mid-year 1977. This would 
represent about 15 percent of the workforce and includes an estimated 600,000 
underemployed in the rural areas. A survey by a private market research firm in 
August 1977 estimated that Black unemployment in the Johannesburg-Pretoria area 
was 18.8 percent. A disturbing trend is that, even with a moderate pick-up in 
1978, employment is not expected to expand enough to reduce jobless levels 

among Black workers. 


Real wages of workers in non-agricultural sectors increased by about 2.5 percent 
in the nine months ending March 30, 1977 compared with the same period in the 
previous year. Real non-White wages increased by 5 percent while White wages 
were up by about 0.5 percent compared to a decline the previous year. 


Industry: Large Unused Capacity 


Industry together with the construction sector continued to bear the brunt of 
the recession through the first half of 1977. The index of the volume of 
manufacturing production stood at 182.1 in August, 5 percent below the level of 
a year earlier. The average index for the June-August period (seasonally ad- 
justed) was 1.3 percent below the previous six months. Production of steel 
ingots and billets totalled 4.7 million tons for the first eight months of 1977, 
3 percent above the 1976 rate. Pig iron production was up 9 percent to 4.1 
million tons of the period. The Steel and Engineering Industries Federation 
(SEIFSA) reported a marginal increase in orders in September after a declining 
demand level since March 1977. Overall utilization of industrial capacity was 
estimated by the Stellenbosch Economic Bureau at 76 percent at the end of 
September while Government authorities put the figure at 82 percent. The automo- 
bile industry remained in a depressed state in 1977 with new car sales in the 
first nine months falling to 122,767, 14 percent below the 1976 rate which was 
itself a poor year. A modest improvement was recorded in August and September 
of 14 percent compared to the first seven months of the year. 


Mining: Strong Performance Led by Gold 


Mining continued to be the one sector besides agriculture to show strong growth 
in 1977. Export sales of mineral products other than gold totalled $2.4 billion 
in 1976. In the first half of 1977, total mineral sales were up 22 percent on 
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the equivalent period in 1976. Exports of base minerals and platinum totalled 
$868 million in the first six months of 1977, 58 percent above 1976. The com- 
missioning of the two new bulk handling ports of Richards Bay and Saldanha Bay 
in 1976 contributed significantly to the rise in mineral exports in 1977, par- 
ticularly for coal and iron ore. Coal exports in the first six months of 1977 
were $144 million; 225 percent above 1976 rates. Iron ore exports were at 

$120 million (12 million tons), six times the level of the first half of 1976. 
Other mineral exports which increased significantly in the first half of 1977 
were chrome, copper, tin, asbestos, fluorspar, uranium and diamonds. Exports 

of antimony, manganese and vanadium declined. Over the third quarter of 1977, 
there has been a tendency for the prices of several of South Africa's industrial 
mineral exports to weaken as a result of lower growth rates in the major western 
countries. This development raises doubts that the current high rates of growth 
in non-gold mineral exports can be maintained in 1978. 


Gold mining has emerged as the most promising sector of the South African economy 
as a result of the strong recovery of the world gold price which, from a low 

of $103 an ounce in August 1976, has climbed steadily back to surpass $160 an 
ounce in October 1977. Industrial demand for gold has been at the core of the 
recovery but the rise from $150 to $160 paralleled a weakening of the dollar on 
foreign exchange markets. The average gold price over the first eight months 

of 1977 was $143 an ounce, 14 percent above the same period in 1976. It is a 
generally-used rule that a ten dollar rise in the price of gold, sustained over 
a year, provides an additional $200 million in foreign exchange to South Africa. 
On this basis, South Africa, which produces 59 percent of the world's gold, can 
expect to increase its gold exports from $2.7 billion in 1976 to around $3.3 
billion in 1977 assuming the price remains firm. The Bureau of Mines has 
estimated that South African gold production in 1977 will be about 700 metric 
tons compared to 713 tons in 1976. 


Agriculture: Maize and Sugar Production Raised 


Due to a bumper maize (corn) crop, agriculture showed a strong rate of growth 
in 1977. The maize crop for the 1976/77 season amounted to 9,592 million 
metric tons compared to 7,312 million tons in 1975/76. The amount of maize 
available for export from the 1976/77 crop jumped to 3,059 million tons as 
against 1,487 million in 1975/76. Sugar, the other major export crop, also had 
a good year at 2.0 million metric tons, 13 percent above 1975/76. However, with 
lower world sugar prices, the income from exports dropped $21.8 million to 

$215 million. The International Sugar Agreement negotiated in September 1977 
gave South Africa a quota of 825,000 metric tons but it is likely to be well 
into 1978 before the price benefits of the new agreement begin to be felt. The 
1977 wine harvest is expected to be 20-25 percent down on the previous year due 
to poor growing conditions and an outbreak of disease. 


Government Finance; Low Spending Rate 


The South African budget for FY 77/78 (starting March 30, 1977) provided ex- 
penditure of $10,304 million, a 7.8 percent increase over the previous year, but 
a decline in real terms when the 11 percent inflation rate is taken into account. 
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Through the first six months of the fiscal year, the Government not only kept 
within the budget but was under the projected level, spending only $4,957 
million or 48 percent of the total budget. This resulted in expenditures in the 
first half of FY 77/78 actually being below those for the first half of FY 76/77. 
The low levels of government expenditures are one of the restraining factors on 
the economy, and the private sector has been pressing the Government to move to 
at least a selective program of fiscal stimulation. In November it was an- 
nounced that an additional $290 million would be allocated to non-White housing 
but spread over two years. The 15 percent import surcharge introduced in 

March 1977 remains in effect but is expected to be replaced by a retail sales tax 
in 1978. 


Economic Prospects: Outlook Clouded by Political Uncertainties 


During the second half of 1976 and the first half of 1977, the recession has 
been characterized by strong growth in the primary sectors of mining and agri- 
culture and real declines in most of the secondary sectors such as manufacturing 
and construction. However, by the third quarter evidence was emerging that the 
declines in many of the secondary sectors had been halted. Among these indica- 
tors is the slight improvement in car sales, a somewhat more stable trend in the 
volume of manufacturing production, and a leveling off of retail sales, adjusted 
for inflation. No clear evidence of an upswing in these sectors has, however, 
materialized. In addition various surveys have shown a limited improvement in 
business confidence in the third quarter. These factors coupled with the con- 
tinued strong performance by the mining and agriculture sectors and the im- 
provement in the current account have caused most economic observers to con- 
clude that the recession has finally bottomed out and a moderate upswing can be 
looked for in 1978. 


However, the prospects for a recovery in 1978 are clouded by a number of factors 
of both an economic and political nature. The major factor behind the prolonga- 
tion of the current downturn has been the decline in the inflow of foreign in- 
vestment capital which has forced the government to protect the balance of pay- 
ments with restrictive monetary and fiscal policies. While the immediate 
pressure on the balance of payments has been relieved by the current account 
surplus, the net reserve position (actually negative with gold reserves valued 
at the official $34/ounce price) has not improved and is considered inadequate 
to support a strong recovery. For this reason, it is not believed likely that 
the Government will be able to move to a strong expansionary policy in 1978. 

On the other hand, a policy of limited and selective stimulation may be feasible, 
and the Government has announced plans to move in that direction. 


The other possible source of stimulation is exports. However, the slowing of 
growth rates in the major western countries have recently caused a weakening 

in the demand and prices for many of South Africa's mineral exports. The 

higher gold price is serving to take up much of this slack. The recent surge to 
over $160 an ounce is believed to have a strong element of speculation behind it 
and the gold price is historically an uncertain factor on which to base growth pro- 
jections. As a result of these factors, it is believed unlikely that mine ex- 
ports can maintain in 1978 the high growth rate of 1977 although the sector 

should continue to perform well. 
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It is no longer possible to analyze South Africa's economic prospects merely by 
looking at economic trends and cycles. Fear of political instability has 

played a major role in prolonging the current recession through its discourage- 
ment of foreign capital inflows. The South African Government's hardened 
attitude against political expression by its Black majority population has 
diminished hopes for peaceful resolution of the country's problems. The violence 
and riots which occurred in Soweto and other Black townships in mid-1976 have 

not been repeated in 1977 but the death in detention of a Black leader, Steve 
Biko, followed by wholesale bannings and detentions by the Government in 
September and October 1977 triggered an extremely adverse international reaction 
and heightened the doubts of many foreign investors towards South Africa. Thus no 
significant improvement in foreign capital flows is expected in 1978. South 
African economic authorities have felt obliged to undertake a restructuring to 
become less dependent on foreign capital, and this is a major factor in the 

lower growth rates. As this restructuring is likely to continue into 1978, it 
can be expected to weaken the normal cyclical upswing. 


Broad international economic boycotts or sanctions against South Africa have 
emerged as the object of considerable press speculation in late 1977 and several 
senior South African Government officials have warned of the possibility of such 
boycotts. While a UN arms embargo was enacted in November, none of the major 
western countries have supported economic sanctions against South Africa. Se- 
curity Council resolutions calling for investment and trade sanctions were 
jointly vetoed in November by the U.S., Britain and France. Oil aside, South 
Africa possesses a fairly high degree of economic self-sufficiency which limits 
its vulnerability. Nevertheless, public discussion of sanctions in South Africa 
and the UN is in itself bound to be detrimental to domestic and international 
confidence in the economic future. 


The various economic and political uncertainties just cited make economic pro- 
jections for South Africa far more difficult than in past years. Nevertheless, 
on the assumption that economic sanctions do not materialize and the internal 
political situation does not sharply deteriorate, it is believed that 1978 will 
see a moderate improvement in economic conditions. A real growth in GDP of 
around 3 percent compared to an estimated 1 - 1.5 percent growth in 1977 has 
been projected by most economic forecasters. However, if growth rates in the 
major western nations continue to weaken, an increase of 2.5 percent may well be 
the best that can be achieved. The Economic Bureau of the University of 
Stellenbosch has recently taken the view that the recovery was not likely until 
well into 1978 and a 2.5 - 3.0 percent growth was the best that could be ex- 
pected. A modest abatement of the inflation rate to around 10 percent in 1978 is 
expected. A current account surplus of around $700 million appears likely for 
1977. The surplus is expected to be significantly smaller in 1978 due to slower 
growth in exports and somewhat higher imports from the anticipated upswing but 
the current account should remain on the positive side of the ledger. Capital 
flows are very hard to forecast, but some limited improvement in net foreign 
exchange reserves is believed likely if renewed political unrest can be avoided. 


IMPLICATIONS FOR THE UNITED STATES: LOWER EXPORT MARKETS 


U.S. economic relations with South Africa remain substantial in the areas of 
both trade and investment but did not expand in 1977. U.S. exports to South 
Africa (excluding Namibia) amounted to $1,348 million in 1976. In the first six 
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months of 1977, U.S. statistics show exports to South Africa amounting to $569 
million, 15 percent below the same period in 1976. This parallels an 18 per- 
cent drop in overall South African imports, excluding oil and defense goods, 
in the first half of 1977 due to the recession. On the other hand, South 
African exports to the U.S., which totalled $926 million in 1976, were up 

33 percent in the first half of 1977 to $553 million. 


It is expected that the current trends of lowered U.S. exports to South Africa 
and increased imports will continue through 1977 with the actual U.S. export 
figures likely to be 10 to 20 percent below 1976. The U.S. trade surplus 
with South Africa was $424 million in 1976 but fell to $16 million in the first 
half of 1977. The year 1977 may well see the first U.S. trade deficit with 
South Africa in many years. With the anticipated modest upturn in South Africa 
in 1978, U.S. exports to South Africa should resume a positive growth rate but 
they are unlikely to do more than regain the ground lost in 1977. 


The major areas of U.S. exports to South Africa in 1976 were non-electrical 
machinery--$404 million, of which power generating machinery was $80 million; 
agricultural machinery $41 million; and office machinery $35 million; elec- 
trical machinery -$107 million; aircraft -$225 million; road vehicles and 
parts -$95 million; pulp and paper -$57 million; and chemicals -$46 million 
(U.S. data). The category of aircraft rose sharply in 1976 due to the sale 

of five 747 jets which added approximately $185 million to U.S. exports. 

While the preliminary South African import figures for the first nine months 
of 1977 are not broken down by country, they show across-the-board declines in 
most product categories of imports particularly machinery and electrical equip- 
ment - down 18 percent; vehicles, aircraft and parts - down 17 percent; and 


textiles - down 24 percent. Chemicals and related products did show a 5 per- 
cent increase. 


The major U.S. imports from South Africa in 1976 were diamonds (industrial and 
gem) - $287 million; platinum - $144 million; gold coins - $107 million; 
ferromaganese and manganese ore - $52 million; other ferroalloys - $36 million; 
chrome ore - $22 million; and shellfish - $36 million. South Africa normally 
provides about the following percentages of U.S. imports of key minerals and 
metals: chrome - 30 percent; ferrochrome - 35 percent; ferromanganese - 36 per- 
cent; platinum group metals - 48 percent; antimony - 43 percent; vanadium - 

57 percent; and chromite — 21 percent. 


The areas which show the greatest promise for U.S. exports in 1978 continue to 
be the primary sectors. Mining equipment still offers considerable potential 
with the ongoing expansion of that field. Open-cast mining and coal mining 
equipment are areas of particular growth. The bumper maize harvest in 1977 has 
raised farm incomes and led to a much improved market for agricultural equip- 
ment. South Africa officially switched to containerized shipping in July 1977 
but it will take several years for all the facilities to be completed. In 

this period, the market for containerization equipment and other materials 
handling equipment should expand. The construction of the $2.5 billion Sasol II 
oil-from-coal project is now underway and is scheduled for completion in 1981. 

A great deal of specialized equipment related to oil refining is being procured 
for the project whose primary engineering contractor is the U.S. Fluor Corpora- 
tion. ESCOM, the government electrical power agency, plans to spend about 

$2.4 billion over the next five to seven years on new capital projects including 
the Koeburg nuclear power plant and five steam generating plants. 
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Other areas which market research and other sources have shown to offer signifi- 
cant expanded opportunities for U.S. exports between 1978 and 1980 are process 
control instrumentation, instrumentation for the petrechemical industry, com- 
munications equipment, data processing equipment, commercial and industrial 
safety equipment, electrical generating equipment and instrumentation, and 
medical and surgical equipment. 


U.S. direct investment in South Africa reached $1.66 billion at the end of 1976, 
a 5 percent increase from the previous year, which stemmed entirely from re- 
tained earnings. South Africa represented 37 percent of total U.S. investment 
in Africa in 1976,down from 40 percent in 1975. About 350 U.S.-owned firms are 
active in South Africa. Reflecting the recessionary situation, U.S. invest- 
ment in South Africa has generally shown a stable trend over the last eighteen 
months with few new firms entering the market and few leaving. This is also 
the trend for most other foreign investment in the country. To an increasing 
extent, American firms are encountering pressures from private groups in the 
United States concerning investment and labor policies in South Africa. 
However, these pressures have thus far not produced any significant movement 
toward disinvestment by American firms. 


The United States Government neither encourages nor discourages American in- 
vestment in South Africa. American companies considering investment in South 
Africa will wish to take into account the current political as well as the 
economic situation. The internal political unrest, while not doing significant 
damage to the economy, has raised doubts about long-term stability as long as 
legal discrimination is imposed on the non-White groups which constitute more 
than 80 percent of the population. Potential and current U.S. investors should 
also give careful consideration to relations with their Black labor force. 

The United States Government strongly urges U.S. firms to assume sufficient 
responsibility for the adequacy of their compensation and other benefits to per- 
mit a decent standard of living for all their workers. Traifftng should be 
offered and opportunities for job advancement provided. Guidance on employment 
practices in South Africa is available from the Embassy and Consulates General 
in South Africa and from the U.S. Departments of State and Commerce in 
Washington. 
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